
 

 

 

 

SB2773 
Measure Title: RELATING TO THIRD PARTY ADMINISTRATORS.  

Report Title:  Administrator; Third party administrator; License  

Description:  

Encourages disclosure of contracts between insurers and third party 
administrators (administrators), both to potential insureds and the 
insurance commissioner. Promotes the financial responsibility of 
administrators. Regulates administrators' practices in conformity 
with the general purposes of this article. Governs the qualifications 
and procedures for the licensing of administrators.  

Companion:  HB2346  

Package: Governor  

Current Referral:  CPH, WAM  

Introducer(s): KOUCHI (Introduced by request of another party)  

 

https://www.capitol.hawaii.gov/measure_indiv.aspx?billtype=HB&billnumber=2346&year=2018
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Society of Professional Benefit Administrators
Two Wisconsin Circle, Suite 670 Phone: 301-718-7722
Chevy Chase-. MD 20315 Fax: 301-7 £8-9440

BEFORE THE
snnnrs commrrrnn on commncn, consmmzn rnorncrton and 1-mnurn

Senator Rosalyn H. Baker, Chair Senator Jill N. Tokuda, Vice Chair

SB 2773 RELATING T0 THIRD PARTY ADMINISTRATORS

TESTIMONY OF Anne Lennon, President, Society of Professional Benefit Administrators

February 2, 2018,

Chair Baker, Vice Chair Tokuda, and Committee Members:

The Society ofProfessional Benefit Administrators submits this testimony as a response regarding SB 2773
RELATING TO THIRD PARTY ADMINISTRATORS. The Society of Professional Benefit Administrators
("SPBA") is the largest national association representing independent third party administration firms who are
responsible for the administration of the employee benefits ofnearly forty percent of all United States covered
workers. SPBA represents 80 percent of the firms which make third party contract administration of
employee benefit plans their primary line of business. Third party administrators (“TPA"s) provide continuing
professional outside claims and benefit plan arlministration guidance for employers and benefit plans. TP./ts
very ofien become the “employee benefits office" for the covered workers of many small employers with
under 100 employees. The average TPA client employs some degree of self-funding and clients range from
Taft-Hartley unionfmsrmgentent jointly-administered plans, customized plans for single employers of all
sizes, and cost-effective plans designed for related groups ofemployers in trade associations and other
multiple employer configurations.

On behalfof third party contract administration firms, the Society of Professional Benefit Administrzxtors
supports the intent of SB 2773, but respectfully requests the following amendments to SB 2773. These
amendments seek to conform the language of the bill to the model. act promulgated by the National
Association of Insurance Commissioners (NAIC) as an example of national best practices.

The purpose of SB 2773 is to encourage disclosure ofcontracts between insurers and administrators, promote
financial responsibility ofadministrators, and govern the qualifications and procedures for the licenmng of
administrators. SPBA fully support these purposes, however, SB 2773 departs in several respects from the
NAIC model bill, and these departures present challenges to adniinistrtttors
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First, the proposed SB 2773 does not protect any books and records examined by the Insurance Commissioner.
For instance, under SB 2773, documents in the administrator's possession that may be protected by the
attorney-client privilege will no longer be privileged if in the Commissionefs possession. To ensure that
privileged documents remain privileged and confidential, we respectfully request the Conm1ittee’s adoption of
the NAIC model act’s language as follows:

§43l- Record!-Looping required; commissioner's access to records.

(b) The commissioner shall have access to the books and records for examination, audit, and inspection.
[

 nts.materials_g5* other information in the..posse_ssion or control of th_e_
commissioner tho: are furnished .l1y.t!;e administmtorgayor, insurance producer or an employee or
ggont the3feofZgcting_gn_belig]f of th_g__gdminis_¢_;§r|tor,_payor or insurance producer;,o_i_'__ obtained byjzhe
co!;I_tnisQgner'__jr1 an investig_g§l!,m_shall___l;;e_confidential by law and privileged, shgl] not be sulgjgct to
freedom of infomlaiiun orsunshine requesg§_,_gl,gglI not lg§__g9_t__§ghj_gct to subpoena, ggd ggalg not be
suhiect to discoverv miadmissible in evidence,in___ggy_prQgte__giyil action. Howeue_r,_,il;gyycommissioncr is
authoring use suchdocu_m 0npethic. furtherance of any regulatory;
gr leggl action brought as a part of the comr;a_igjoner‘s 0£fi§j;1!,g_l_uties.

Second, SB 2773 does not set forth ascertainable standards as to when an administrator is considered
“solvent” or “insolvent.” As drafted, SB 2773 requires prospective administrators to show annual audited
financial statements for the two most recent years to prove solvency. The NAIC model act, however, sets forth
a specific, qualitative standard to prove “solvency” by requiring financial statements showing the applicant
had a positive net worth. We respectfully submit the following amendments to the licensing requirements in
SB 2773 to conform it to the NAIC model act:

§431- License required; application.

(a) No person shall act as or hold out to be an administrator in this State without a license as an administrator
issued by the commissioner. (b) An administrator shall apply to the commissioner on a form prescribed by the
commissioner and shall include the following: * * '

(5) Annual audited financial statements for the two most recent years that prove the[ ]
ggplicant has g positive not worth and infonnation the commissioner my require to review the current
financial condition of the applicant,

Third, SB 2773 places licensing requirements on individuals who adjust claims for the adminisuetor, even
though the NAIC model act imposes no such requirement. Requiring licensure for such adjusters is
unnecessary" and will be aclministrativdly and financially burdensome. In addition, it may be discriminatory 10

focus solely on adjusters employed by administrators, when adjusters that are not employed by administrators
would not be subject to a similar licensing requirement. Therefore, our recommendation would be to delete
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this requirement

§431- License required; application.

(a) No person shall act as or hold out to be an administrator in this State without a license as an administrator
issued by the commissioner. (b) An administrator shall apply to the commissioner on a form prescribed by the
commissioner and shell include the following: * "‘ *
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Fourth, SB 2773 includes a surely bond requirement for administrators of up to $300,000, which is threefold
the amount recommended by the NAIC. SPBA respectfully urges the amendment to SB 2773 such that the
Surety bond requirements are consistent with the NAIC model act:

§431- Surety bond required. Prior to the issuance or nenewal of the administrator license, the administrator
shall file and maintain with the commissioner a surety bond in the form and penal sum aoceptable to the
commissioner, but in no event shall be less than [$309990] $100,000, and shall provide that the bond may not
be canceled or otherwise terminated until two years have elapsed from the last day the applicant was an
administrator, unless the commissioner has given prior written consent The surely bond shall be undertaken
and may be enforced in the name of "Commissioner oflnsurance, State ofHawaii."

Lastly, SB 2773 as written does not address third party administrators whose focus are annuity or workers
compensation coverage. We believe legislation which has merit should apply consistently to all third-party
administrators to create an equitable business environment. For that reason, SPBA respectfully urges the
amendment to SB 2773 such that this legislation applies to all third party adrninistrators domiciled in the state
ofHawaii:

§431~ Definitions. For pmposes of this article: “Administrator” or “third party adminisn'atoz"’ means a person
who collects charges or premiums from, or who adjusts or settles claims on, residents ofthis State in
oonnection with life[ ],annuity, accident and health or sickness, stop-loss or workers’
compensation insurance coverage, or article 1 ofchapter 432, except the following:

The foregoing amendments would conform SB 2773 to the model act promulgated by the NAIC, thereby
balancing the State's need for licensure but also reducing unnecessary burden to administrators.

The Society of Professional Benefit Administrators respectfully urges the passage of this measure as amended.
Thank you for the opportunity to testify on this matter of critical importance.

Amie Lemon President
Society of Professional Benefit Adminstrators
An.ne@SPBATPA.org
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